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MEMORANDUM FOR: THE DIRECTOR é’

Attacked is a paper pointing out discrep-
ancies batween allegations by Drew Pearson in
bis columns and the facts as shown by the record.
Pages are not given for testimony before the
Senate Armed Services Committee last Thursday
as the printed transcript is not yet available.
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MEMORANDUM REGARDING DISCREPANCIES BETWEENR
PEARSBON ALLEGATIONS AND THE RECORD

Janvary 10, 1962

In The Washington Post of Jamuary 10, Pearsos discussed Mr. McCone'e
relations with the Kaiser y and the award of the C-119 contract to Kaiser-
Fraser. FHe guoted Representative O'Konski of Wisconsia as saying that Mr.
MeCane helng “morvely on leave of absence from his position as president of the
Beehtel-MeCone Corp. . . . becomas Under Secretary of the air Force and
arrangss a olce fat gifk for Kaiser . . . . Rspresentative O’ Xonski's statement
was vaised by Mr. McCone during hearings before the Preparedness Subcommittee
No. 1 of the Senate Armed Services Committes, June 2, 1953, pages 33-34. Mr.
MeCone pointed outl that he had written Mr. FKonski te deny the statement, and
Ssaster Symiagton had Mr. McCaone's letter to Mr., O'Keaski placed in the record
of those hearings. The latter points out that the Bechtel-McCone Corp. was
dissolved in 1945 and that Mr. Kaiser did not directly or indirectly pessess any
interest in Mr. McCone's companles or any business undertakings under Mr.
McCons's direction. Converssly, Mr. McCone had never besn in the smploy of
My, Kaiser or any corporation controlled by him. FPearson stated that Mr. McCone
did not deny that the Bechel family owned 4, 200 shares of Kaiser-Frazer common
stock. Mr. McCoan's letter states ' With regard to the Bechte! family's owner-
ship of Kalser steck, I have no knowledge whatsoever.

in connection with the C-119 contract award to Kaiser-Frazer, Pearson
sated that Mr. McCone iried to sxplain this to Seastor Rridges by saying that the
Dapartmisut of Defense wanted to develop secondary suppliers. ‘He had to admit
sader cross-examination, heowsver, that Secretary of Defense Marshall had
issued the directive un ‘oecond suppliers' oaly after the Kaiser contract bad
bessa negotiated.” Mr. MecCoae was questioned on this during the 1953 hearings
{page 19), aud the Chairman noted that Mr. McCons had first talked to Mr, Kalser
oa Dscember 3, the comtract was awarded on December 15, Kaiser-Fraser sub-
mitted proposals on December 19, and the letter of intent was sent on December
26, but that the policy oa second scurces was lssved ou Decamber 18, Mr. McCone
replisd, "Yes, | am famillar with that, but I also know that it was in drafting stages
and we ware all working over it for several wesks, and it was a known policy.
Like so many thiags, true, they might be sebject to change before actval issuance,
but it had besn 2 subject of commeon discussion among us, the Secretaries and
Uader Secretaries for some thme; therefore we folt that we were conforming to
the established policy as developed in confersnce, altheugh I do knew that the
actual paper which ! quoted here was not issved until December 18. FPearsom
also says that No facilities or cost studies had been made, and the air Force
had no idea what Xaiser was golag to charge Unele Sam for being bailed ont at
Willow Bua. In the testimaony before the Subcommittee (page 18) Mr. McCone
stated
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The thinking behind it was thin: the sxperienced cfficers
ia the Aly Materiol Command can, from the knowledge of the planis
thoy have bullt and grown up with, they cas very sasily caleulate
what the production is golng to be, and they kanow just about what
the tooling costs will be. The officers.-Ganeral Cook and his men--
hnsw mors about what the tooling and what the production at Willow
Rwn would bs thaxu the Kalser-Fraser Co. ever &ld tecause thoy
were professionals in the business, and here was the contractor,
who was an amateur. So they could reach & coanclusion very sasily,
vary sasily, that this plant could be vsed properly for the manu-
facture of the plans, and they likewiss knew that cortaln long lead
time machine tools would have to be purchased or gotten into pro-
dugtion; there wan need for the plane, irrespactive of where it was
produced. That is what they wanted to get under way., That is why
they issued that lotter promptly. 1 think that there was oanly four or
five millios dollars that was avthorized at that time for expeaditure
far thase particular long lead time items. Ceiting that started then
they could proceed (n a more orderly fashion with other detalls of
the negotiations. That to me sesmed to de a propar procedure And
one pursusd la & great sany other cises,

Jaseary 11, 1962

ia ks columa of January 1l, Pearsoa stated that He /Mr, McCone/ has
had a coatlaning close finaneial connection with the Heary J. Kalser interests to
which, ss Under Secrwtary for Alr, he gave a very iateresting quickie contract
for making Flying Boxcars {C-11%) in the record tims of 10 days, at a price
three times greater than that of Kalser's competitor, Fuirehild. and then

quoted » statement made by Mr, McCone at the confirmation heariags before

the Jolnt Atomic Energy Committes on July 3, 1958, that he had some besiness
relationships with Kalser inasmuch as & jolatly owned company, 25 psr cent
ewned by Hendy and 53¢ per cent owned by Kaiser iluminum, had a long-range
sontyact o trapsport Kalser's bauxite from Jamaicu te Baton Roungs. Fsarsen
then guoted a statement made by Mr. McCone before the Sesnte Armsd Bervices
Subgommitise regarding the C-19 contract is which Mr. McCeone stated be had
ao busiasss relationship with Kaissr for years. The inference in that the state-
ments were inconsistent. The latier staten ent was mads in 1953 before the
Preparsdness Sebcominittes No. | of the Senats srmed Services Committes

and was aceurate at that tims. The former statement about the joint owmer-
okip of the shipping company was made in 1958 and was acenrate at that time,

Ia batween, in ahout 1955, the Joshua Hendy Corp. had bid on » bawxite trans-
portatiss contract for Kalser Aluminum. When the contract was awardsd to

Joshus Hendy, in order te carry outl its terms Joshus Hendy and Kalser sluminem

Jointly formed a shipping company.

¥ 4
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Pearson thea gnoted portions of congressional heariags before the House
Committee on the Merciant Marias and Fishertes, 23 through 2é& September 1946,
$o support an allegation that McCons and Kaiser ". .. pariayed an investment of
$100, 000 inte & profit of $44, 423,000, ' Mr. McCons testified duriag those hoar-
iags, and ca pages 191-192 he testified that the California Shipbuilding Corp.
raised a tetal of §7, 300, o0 working capital, composed of $600, 090 of stock,

- §%, 746, 000 in sebordinated stockholders' loans, and $4, 000, 0G0 of bank loans.

The gross earnings over a fiva-year pericd after renegotiation and recapture

were $35, 541, §80. 60, nonreimbursable conts incurred were 54, 167, 906, 48,

and taxes paid or accrued were $22, 591, 110. 82, leaving a net after-taxes profit

of §8, 762, 861.50. Thess net prolits were . 089 of ons par cent on the $719, 600, voo
value of tha 467 shipe produced,

Jansary 12, 1962

I» bis columa of Jannary 12, Pearsea quoted further excerpts from the
1946 beariags to infer that My. McCous's laterssts made nadue profits out of
thelr wartime shipbuilding activities., The facts are as seot forth abave and all
tantracts and arrangements were in accord with normal Maritime Commissica

policy and practices,
January 17, 1962

On Jasuary 17, Puarson published allegations and statements inferring that
the award of the contract to operate the auclear powered Savannah went to a shipping
sompany known as States Marine by influence somshow axerted by Mr. McCone,
who, sccordiag to Pearson, was ia partaership with States Marine., In the
confirmation hearings before the Sevate Armed Sexvices Committes on 18 Jannary
1962, Mr. MeCons testifisd that he had 20 direct or indirect interest in States
Marine although he had an laterest in other veatures with the Mercer family whe

shipping iaterests had business Arrangsments with States Marine. He testified
further that he knew asthing of the svents leading vp to the award of the Savannah
toatract, and it was awarded prior to Mr, MeCoos's membership in the Atemic
Enargy Commission. The contract was swarded by the Department of Commarce,

sward. Mr. McCoas testified that he spoke to ne one in the Government about
the Sa contract prier to the time it was awarded and knaw nothing about

it or the awiard hadl taken place and, therefore, had aothing to do with

ths assigament to States Mariss,
Janwary 22, 1962

In ks column of Janmary 22, Pearson noted Mr. McCoas's holdings in
Standard Ol of California and Standsrd Qll of New Jersey and that his holdings
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in Standard of Californin make bim the second diggest stockholder in a company
whose profits and future are materially inflasnced by Central Intelligence. In
Ms testimony befors the Semate Armed Services Comumittes on 16 Junuvary,

Mr, McCons testified that the figure of §1, 600, GO0 as his boldings in Standard
Gl of Califernin was approximately correct, although a littie low, but that he
was fax from being the second biggest stockhbolder in that company. He testified
that he had no investment of any sort in Standard Oil of New Jersey. He alse
testified that he could not think of any maaner ia which his Standard of Califoraia
heldings could inflvence him in conuection with his duties as Director of Ceatral
Intelligence. Mr. McCone further testified that the position of the Director of
Cantral Intelligeace was not a policy-making position. Pearson's claim of ClA's
rols in Middle Enst affairs is bsaed on & {alse assumption.

Pearson aclted at the ond of the column that States Marine got the prise
atommic merebant ship Savasnab contract when McCone was AEC Chairman, As
noted above, the award was made to States Marine by the Department of Com-
merce defore Mr. McCone was & member of the Atomic Energy Commission,
as Pearson himself stated in hie colvma of 17 January.
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